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Abstract  
The Malaysian government claims to always commit in making tax system more effective, 
efficient, comprehensive, transparent, fair and friendly. Thus, the indirect tax system had been 
reformed to implement the goods and services tax system (GST) since 1 April 2015. GST is meant 
to replace the former sales tax and services tax system which had been introduced since 1972 and 
1975 respectively. Various issues ranging from difficulties in understanding GST application, 
increase in product price, confusion in GST procedur s and cost associated with GST compliance 
have received debates among Malaysians. This paper re o ts the finding of a study conducted one 
year after the GST system implementation. It focuses on the compliance time cost i.e. the time 
spent by the small and medium enterprises (SMEs) in the northern region of Malaysia (Penang, 
Kedah, and Perlis) to comply with GST requirements. It i  revealed that the time spent by taxpayers 
have increased in learning the new tax laws, record keeping, answering queries from tax authority, 
paying GST and claiming GST refund. In addition, the SMEs’ industries are varied in their 
opinions towards GST compliance time costs.    
Keywords:GST, indirect tax, policy, Malaysia 
Introduction  
 The goods and services tax (GST) (also known as value added tax – VAT in some countries) is a 
replacement for sales tax and services tax (SST) as the Malaysian government believed GST is a more 
efficient tax system and the collection is able to cover the fiscal deficit. Within less than a year of 
implementation the GST collection is proved to successfully increase Malaysian revenue 
(www.thestar.com.my). However, on the other hand, GST is surrounded by many issues such as 
understanding GST application, increase in product pri e, confusion in GST procedures and cost associated 
with GST compliance (www.thestar.com.my). The main impact of GST on busine ses is the increase in 
cost to comply with the new tax system. The compliance costs are not only incurred by taxpayers, but also 
by all the agents or parties involved in making possible the transfer of funds from the private sector to the 
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tax authority (Eragbhe & Omoye, 2014). Compliance costs incurred would include monetary and time 
spent. Monetary compliance costs are usually borne by taxpayers through the fees paid to tax agents to 
handle the tax matters. Yet the time spent on dealing with tax matters is often overlooked by taxpayers as 
compliance costs. However, both constitute as compliance costs and it is considered as an additional cost 
to taxpayers apart from the tax paid to the governmnt. Therefore, it is likely a burden to the taxpayers and 
it might become one of the reasons for them to evad t x by not declaring their true revenue and financial 
position (Fridy, 2012). 
Out of all categories of taxpayers, exploring the GST compliance cost for small medium enterprises 
(SMEs) is particularly vital as most businesses in Malaysia fall under this group (www.smecorp.gov.my). 
Indeed, Maseko (2013) emphasised that SMEs constitutes as a bulk of taxpayers thus their level of 
compliance have significant impacts on government tax revenue collection. New definition of SME is 
endorsed by SME Corporation covers all sectors, namely anufacturing, services, construction, mining ad
quarrying as well as agriculture. The SME is defined on the basis of number of full-time employees and
sales turnover of the company. For instance, SMEs for manufacturing sector should not have more than 
200 full time employees and the annual turnover should not above RM50 million. For services and other 
sectors, their full time staffs should not more than 75 and annual turnover should not reach above RM20 
million. As there has been a year of GST implementation in Malaysia, the time is believed to be suitable to 
carry out exploratory study on GST. Thus, this study intends to explore the level of increase in the 
compliance time costs under GST system and examine the SME demographic background of high GST 
compliance time costs. Previous studies on compliance costs in Malaysia had emphasised on the income 
tax under self-assessment system (SAS) such as Mansor, Saad and Ibrahim, 2004, Palil, Ramli, Mustapha 
and Abu Hassan, 2013, Abdul-Jabbar and Pope, 2008a, 2 08b and Loh, Ariff, Ismail, Shamser and Ali, 
1997.  
  This paper contributes to the indirect tax literatue specifically on GST in developing nations such 
as Malaysia. The findings assist in strengthening the GST policy and legislations besides promoting efforts 
to enhance compliance among taxpayers. The rest of this paper is organized as follows. Section II reviews 
literature on GST compliance costs. Section III explains data collection followed by section IV with results 
and discussion. Lastly, section V provides conclusion and recommendations.  
GST compliance costs 
Palil et al. (2013) carried out a feasibility study before the implementation of GST and suggest that 
compliance costs would potentially increase at the early implementation of GST due to external services 
required to manage GST matters such as tax planning and tax computation. Likewise, companies are 
anticipated to also incur and increase their internal cost (Palil et al., 2013). Later, Ramli, Palil, Abu Hassan 
and Mustapha (2015) reported that with the implementation of GST, the SMEs are expected to increase 
their external source of GST services with an estimated average external cost of RM6,336 per year. They 
predicted that SMEs will experience increase in compliance costs due to the implementation of GST 
specifically for tax appeal, tax planning, and tax c lculation matters. Loh et al., (1997) also find that income 
tax compliance costs of Malaysian companies were higher in small companies than larger companies.  
This is in line with the study by Erard (1997) in New Zealand, Singapore, United States, and Canada 
which suggested that compliance costs may be relativ y more burdensome to the small medium sized 
companies rather than compared to large companies Evans (2008) stipulates that taxation burden comprises 
of three elements: liable taxes towards them which are on the profits, the staffs or the products, cost of 
efficiency which involves tax-induced market distorti n and costs of operations in tax systems which 
includes administrative costs, costs in order to comply with the tax systems or knowns as compliance costs. 
In Australia, Pope (2001) found that small businesses incurred extra compliance costs upon commencement 
of their businesses. Glover and Tran-Nam (2005) noticed that the net recurrent compliance cost of the GST 
for small businesses in Australia was estimated to be at $1,244 on average. The GST recurrent costs hiked 
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at the early stage but shall be declining over time once businesses became more familiar with the new 
system. Bruton (2005) reported that in New Zealand, the compliance costs in term of internal and 
psychological costs are estimated at NZ$1,852.  
Hansford and Hasseldine (2012) examine the compliance costs measured by time spent found that 
219 hours on average is spent annually on VAT compliances in the UK. This contributes up to about more 
than 40% of the £6,062 of internal tax compliance costs. Lignier and Evans (2012) also found out that GST 
is the most time consuming of all taxes as the study reported that 287 hours were estimated as internal GST 
compliance time and this is estimated to be equivalent to AU$11,950. Eichfelder and Vaillancourt (2014) 
stated that the process of tax accounting, tax return preparation and bookkeeping are the most costly to he 
compliance activities, whereas post-filing activities and tax planning are in general less important. 
Hasseldine, Evans, Hansford, Lignier, Smulders, and Vaillancourt (2012) conclude that in South Africa, 
UK, and Australia the most time spent in the internal tax compliance costs are incurred by 60% and the 
internal compliance costs mostly incurred in time sp nt in recording information about tax matters andhalf 
of the time spent in order to comply with the tax rules and regulations.  
These compliance costs encompass mainly record keeping for VAT, preparation and filling of VAT 
returns, change in the law and other relevant information (O’Keefe and O’Hare, 2008). Specifically, Massey 
(2003) found that SMEs in New Zealand incurred VAT compliance costs at 2.7% of their turnover as 
compared to only 0.005% for the largest companies. VAT was also voted as the largest source of tax 
compliance costs in eight out of 11 Organisations for Economic Co-operation Developments (OECD) 
countries that were studied (Pope, 2001).  
Data Collection 
The design of the questionnaire was adopted from previous studies that were conducted in the area 
of compliance costs i.e. Ferdjani (2015), Mansor et al. (2004), and Fridy, Copp, Freudenberg, and Sarker 
(2014). As this study is on GST and it is closely related to RMCD, the questionnaires were distributed in 
person during a seminar conducted by RMCD in Penang. This study utilised a convenience way of obtaining 
high respond rates relating to questionnaire survey. Even though the generalization of the results from this 
type of sampling is limited, convenience samples ar the best utilized for exploratory research as mentioned 
by Zikmund (1994). There are 114 completed questionnaires obtained at the end of the seminar. While in 
Kedah and Perlis, the questionnaires were distributed via emails to SMEs by random sampling using the 
information from the SME Corporation website. The emails are followed up by phone calls made to help 
respondents in clarifying the area in the questionnaires which are not clear to them. These steps were
necessary to obtain high volume of usable completed qu stionnaires. About 36 questionnaires were sent to 
SMEs in Kedah and Perlis which makes up total of 150 questionnaires distributed to respondents. From 
150 questionnaires distributed, 106 were returned from personal distribution and another 29 were return d 
from email distribution, which give a response rate of approximately 92.98% and 80.55% respectively. 
Results and Discussion 
Of all the SMEs, 36.3% is from industrial products, followed by trading and services sector 
(28.1%), consumer products (14.8%), construction (13.3%), properties (4.4%), and other sectors (3.00%). 
In term of business types, slightly more than half of the respondents (53.3%) are from private limited 
company, 25.2% are sole proprietors, 12.6% are small pub ic companies, 7.4% are partnership, and 1.5% 
are others. About 55.6% of the companies has annual turnover of RM2,000,001 and above followed by 
22.2% with annual turnover between RM1,500,001-RM2,000 000, 12.6% with annual turnover between 
RM1,000,001-RM1,500,000, 8.1% with annual turnover RM500,000-RM1,000,000, and only 1.5% with 
annual turnover below RM500,000. This results show that the majority of the respondents have achieved 
the threshold of annual turnover and become compulsory to be registered under GST system. The duration 
of GST registration shows that 64% have registered GST in year 2014 which is before the effective date of 
GST implementation. About 34% registered in the year 2015 while only 2% registered in year 2016. This 
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shows that almost all of the companies are aware of the GST implementation and try to comply with the 
rules and regulations to avoid penalties. Ninety-eight percent of the respondents have stated that they 
registered compulsorily based on the annual turnover thr shold and only 1.5% is voluntarily registered 
under GST system. 
As for the appointment of external advisors, 65.2% of the SMEs do not appoint external tax advisors 
to handle their tax-related matters. Out of 34.8% that hired external advisors, 22.2% of the respondents 
hired before the year 2014, followed by 6.7% of respondents in the year 2014 and 5.2% respondents in the 
year 2015. Only 0.7% respondent appointed external advisors in the year 2016. Most of the SMEs have not 
hired any external advisors to administer GST related matters. This situation also might contribute to the 
increase in time spent by their in house staffs that are not expert about tax matters. Moreover, hiring external 
advisors would mean another cost to be incurred and this increase compliance costs in term of monetary 
value. However, in the study by Mustapha & Jeyapalan (2001), they reported that SMEs normally 
outsources their accountancy and tax matters to different consultants and accounting firms because they 
believe that these experts have in-depth knowledge of t chnical and legal framework of the country for 
efficient law compliance. 
In relation to the increase in the external advisors’ charges after the GST implementation, out of 
34.8% of the respondents that hire external advisors, 11.1% have experienced an increase of fees by 31%-
50%, 8.1% reported increase by 11%-30% and 1%-10%, while 7.4% has  no change in the charges. With 
regard to the changes in times dealing with external advisors, the analysis shows that 18.5% out of the 
respondents who have external advisors experience an increase of time spent by 1%-10%, followed by 9.6% 
with 11%-30% increase of time spent, 5.9% experience o change in time spent dealing with external 
advisors, and only 0.7% had increased by 31%-50%. None of the respondents have experiences an increase 
of time spent in dealing with external advisors for more than 50%. 
Table 1 show the compliance time costs incurred by SMEs that manages GST related matters by 
themselves without the help of external advisors. It is observed that 94.3% have indicated that they have 
increased their time spent in learning the new tax laws. Meanwhile, 40.9% stated that their compliance 
costs increased by more than 30%. From the mean analysis, the SMEs claimed that their compliance costs 
in terms of learning the new tax laws had increased by 10%. With regard to record keeping, 56.8% had 
experienced increase of time spent by at least 1% to 30% in record keeping. The result of this study is 
similar to Evans et al. (1997) where, they also found that internal time spent on record keeping in relation 
to employment withheld taxes and superannuation charges exceeded 25 hours per year.  
 
Table 1 Compliance Time Costs of GST (N=88) 
Characteristics Frequency and Percentage 
Learning new tax laws 
1. No change 
2. Increase 1% - 10% 
3. Increase 11% - 30% 
4. Increase 31% - 50% 
5. Increase > 50% 
 




  8 
 




  9.1 
Record keeping 
1. No change 
2. Increase 1% - 10% 
3. Increase 11% - 30% 
4. Increase 31% - 50% 
5. Increase > 50% 
 











Answering RMCD queries 
1. No change 
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3. Increase 11% - 30% 
4. Increase 31% - 50% 
5. Increase > 50% 
26 
  6 
  6 
29.5 
  6.8 
  6.8 
Paying GST 
1. No change 
2. Increase 1% - 10% 
3. Increase 11% - 30% 
4. Increase 31% - 50% 
5. Increase > 50% 
 




  4 
 
  9.1 
35.2 
39.8 
  1.4 
  4.5 
Claiming GST refund 
1. No change 
2. Increase 1% - 10% 
3. Increase 11% - 30% 
4. Increase 31% - 50% 





  3 





  3.4 
  5.7 
 
In term of answering the RMCD queries regarding GST, majority of the respondents (75%) had 
experienced an increase of time spent by 1% to 30% to answer the tax authorities’ queries. Meanwhile, 
13.6% stated that their time spent on this matter increased by more than 30%. The mean for the increase in 
compliance costs for answering the RMCD queries would be less than 10%. Only 9.1% of the respondents 
stated that they did not go through any changes in time spent in relation to GST payment process, whereas 
75% of the respondents have spent up to 30% of extra time in GST payment process. Almost 6% of the 
respondents have indicated increase of their time spent by more than 30%. In relation to claiming GST 
refund, the respondents indicated that they have exp rienced time spent by more than 30% in relation GST 
refund process.  
The increase in time spent occurred with regards to ac ivities such as learning the new tax laws, 
record keeping, answering RMCD queries, paying GST, and also claiming GST refund. Record keeping 
contributed to the major source of increase in term of GST compliance cost. This could be due to the early 
stage of GST implementation that requires the SMEs to maintain proper records in order to handle GST 
filings correctly. Learning new tax laws also ranked among the highest GST related activities which 
increase the time spent by the SMEs to comply with GST requirements. These new tax laws require extra 
time to be comprehended and also might due to the new software and hardware adopted by the SMEs.  
Further, cross-tabulation analysis shows that majority f the company sector experienced higher 
compliance time costs for GST which comprises of 100% for properties and consumer product sector, 
92.1% for trading and services sector, 83.33% for construction sector, 81.63% for industrial products sector 
and 100% for other sectors. All business type also experienced higher compliance time costs for GST. 
About 94% of the SMEs that hired external advisors agree that GST is high in compliance time costs while 
another 6.38% disagree. As for the SMEs without external advisors, 86.36% indicated that GST contribute 
to high compliance time costs. It is discovered that e demographic backgrounds of the SMEs indicates 
different of opinion in compliance time costs. This finding is aligned with the previous studies of Erard 
(1997); Rametse and Pope (2002) as they also found that VAT cost is influenced by the existance of external 
advisors, business sector, and most importantly, the type of business carried out by the SMEs. 
Conclusion 
  The results of this study reveal that record keeping contribute to the major increase by percentage 
in GST compliance costs in term of time spent at the early stage of  GST implementation in Malaysia. The
widespread introduction and use of withholding regimes (whereby the tax remitted by someone other than 
the statutory bearer of the tax liability) has important compliance time costs implication for businesses that 
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must a keep a complete record keeping system (Shaw et l., 2008). Moreover, this study also discovers that 
different demographic background of SMEs have different impact on the GST compliance time costs. Since 
high compliance time costs burden in GST might impede SMEs innovation and growth, it is necessary that 
policy makers continuously strive to further reducing them. There are certain limitations of this study: data 
was only collected from one region in Malaysia which is northern region. Other regions might have different 
and varieties of business sectors which have influece on the volume of GST activities. The measurement 
of the GST compliance costs only focuses in time spnt to handle GST related activities, which are 
subjective and difficult to quantify and has to be estimated. However, this measurement is replicated from
the previous study by Evans et al. (1997). As this study is an exploratory in nature, it is recommended that 
future research relating to compliance costs of GST to include both measurements i.e. time spent and 
monetary value. Moreover, future studies can be expanded to the population throughout all Malaysian 
regions, so that the result could be better generaliz d to the whole of Malaysia and more useful. Moreover, 
in order to make the data collection process smooth, future researchers could collaborate with RMCD. This 
is one of the effective methods to gather more and relevant data.       
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